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From the institutional investors of our country developing in 1998, the 
institutional investors grow up quickly and play an important role in the capital 
market. However, compared with the developed capital markets in the western 
countries, our capital market is very young and the corporate governance of listed 
firms is not good enough, therefore our capital market shows many different 
characteristics in the developing process. Under this condition, institutional investors 
inhibit managers from earnings management by improving the corporate governance, 
encourage earnings management because of their speculative behavior, or the 
institutional investors are not powerful enough to have an influence on firms’ earnings 
management. This is the main focus of this study. 
Although the association between institutional ownership and firms’ earnings 
management is significantly negative in most studies, fewer studies control the 
endogeneity problem of institutional ownership, which is the limitation of the recent 
studies. Therefore, this study uses the two-step Heckman (1979) procedure to examine 
the association between them, which is the main innovation. 
The result of this study is that, when controlling the endogeneity problem of 
institutional ownership, the association between institutional ownership and firms’ 
earnings management is not significantly. In other words, the institutional investors 
neither inhibit managers from earnings management by improving the corporate 
governance, nor encourage earnings management because of their speculative 
behavior. The negative relationship between them is mainly because of the 
endogeneity problem of institutional ownership. 
With the development of economy, especially the development of capital market, 
the institutional investors in our country become more and more important and the 
studies about them become more deeply and thoroughly. This article is hoped to make 















and firms’ earnings management.  
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